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Abstract 
In the first decade of the 21st century, the world witnessed another global financial crisis, which was inaugurated in 
late last quarter of 2007. Its impacts that still can be seen everywhere until now has left severe impacts on the 
macroeconomic variables such as, Gross Domestic Product, Unemployment Rate, Inflation Rate, and Exchange Rate. 
This paper attempts to investigate the effects of MURABAHAH and interest rate on the global financial crisis 2008. 
Effects of MURABAHAH and IR on the financial crisis through its known and obvious indications or magnifications 
were intensely explained in this study. Six variables were targeted in this study, that are, Murabahah Rate, Interest
Rate, Inflation Rate, Unemployment Rate, Exchange Rate and Gross Domestic Product. The data for this study was 
collected from Jordanian statistics department, Central Bank of Jordan, World Bank, and Jordanian Islamic Bank. 
The time series of 1984- 2012 was chosen as the study duration. The outcome of this paper show that the effect of 
macroeconomic variables on Murabahah is acceptable compare with its impact on Interest rate and Murabahah can 
make equilibrium faster than interest rate. However, the police makers in Jordan must pay more attention to the 
Islamic finance as an alternative of conventional finance. 
© 2013 Published by Elsevier Ltd. Selection and peer-review under responsibility of Universiti Malaysia 
Kelantan, Malaysia 
Keywords : Murabahah; interest rate; exchange rate; inflation rate; unemployment rate; Autoregressive Distributed Lag approach. 
1. Introduction 
The global financial crisis that occurred in the late of 2007 has left severe impacts on the level of
production, GDP, level of employment, per capita incomes, inflation, net of trading, exchange rate, public 
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debt, and the financial markets. That impacts urged many researchers to find out the main causes of that 
crisis, especially because the infection of this crisis is invaded most of world countries. Many studies 
revealed that the interest rate has played an important role in the last global financial crisis. Moreover, a 
lower interest rate, which was approximately 1% in 2003, encouraged an excessive lending of real estate 
loans, as a consequence. The government provided loans to housing companies (mortgage companies) 
with low interest rate and extended to lend people whom have low income. According to Nonomiya and 
Lanman (2008) many believe that decrease interest rates for a long time with lack of regulation and 
supervision encouraged rapid growth of credit and, as a result, pushed house prices up. Fred and Jane 
(2008) argued that reduction interest rate is a prime cause of the financial mortgage crisis of 2008, 
whereas the manipulation of interest rates had a deleterious effect on lenders and borrowers. Numerous 
studies have examined the relationship between interest rate and macroeconomic variables. Moreover, the 
first and important theory about the relationship between interest rate and inflation, developed by Fisher 
(1930) this theory called Fisher effect, “The relationship is so strong that, if inflation rises, the interest 
rate will raise in an equal amount.” For example, if inflation rate increases one percent, the interest rate 
will rise one percent too. Hacker, Kim and Mansson (2010) found that there is a negative relationship 
between the exchange rate and nominal interest rate differential at the shorter-time. According to Chun 
(2008) investigated the interest rate mean and volatility spillover to the industrial production index and 
two China stock markets, the results are indicated that China monetary policy have a positive impact to 
the China economic growth and stock markets. The increasing of interest rate will decrease the 
investment and then affect the industrial production sector. As the Islamic economics is derived from 
Sharia, it is then governed by a different set of values based attitudes in regards to the causes and impacts 
of the financial crisis. We have been strongly motivated to study the Islamic banking contribution in the 
global financial crisis. More specifically, after the prevalence of the Islamic banks locally and globally as 
well. Some researchers indicate that, the Islamic banks (unconventional banks) have been affected less 
than the conventional banks in the current global financial crisis in terms of performance as well as stock 
prices. 
 
1.2 Research objective: 
 
This study aims: 
- To investigate the equilibrium relationship between Murabahah and Macroeconomic variables. 
- To investigate the equilibrium relationship between IR and Macroeconomic variables. 
- To compare between interest rate and Murabahah in terms of their effects on Macroeconomic Variables.   
 
1.3 Research Questions: 
 
- Is there relationship between Murabahah and Macroeconomic variables? 
- Is there relationship between IR and Macroeconomic variables? 
- Is Murabahah more influencing than IR on Macroeconomic Variables? 
 
1.4 Significance of study: 
 
The capitalist system was appeared in the last 20 years because of the obstacles that faced the 
conventional finance. Therefore, the need is raised to find an alternative of that system to be more suitable 
for the current period. Many researchers wrote about Islamic finance as a solution for the bank system 
failure nowadays, but without giving evidence to prove their conclusion. 
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2. Literature review 
 
2.1 Islamic Finance 
 
The industry of Islamic finance witnesses a clear development all over the world whether in terms of 
transactions’ size or the mechanisms of work, especially in the last quarter of twenty-first century. The 
Islamic financing is one of the financing methods, and it is part of Islamic economic system, valuable and 
moral considering deals as a main invariable in this financing. The modern concept for Islamic finance 
simply is a relation between financing corporations with its comprehensible concept and corporation or 
individuals, to provide credits to whom get a benefits whether covering personal needs or investment 
purpose by providing religious agreed financial tools. The importance of Islamic finance highlights in a 
fundamental degree because it works easily at mixing between production elements especially work and 
capital, in addition to achieve aims and letter of Islamic finance corporation and providing alternatives for 
disagreement financing with Sharia.  
The Islamic finance distinct with a set of characteristics that make it different about traditional 
financing, the first bases on a set of rules and fundamentals that considered contradictive to that which the 
second based that can be summed up as follow point, Not deal with interest rate (Riba), it’s a substantial 
base for Islamic finance, whereas, it prevents using the interest rate at all in Islamic finance system, 
whoever its images and shapes, give and take, accept or discount by direct or indirect, appearing or 
hidden delimited in advance or remainder the dealers which based on interest rate had forbidden in Quran 
at all that considers as Riba for finding out money about basic functions and to change into sealing and 
buying goods whereas Omar bin Al-khatab said (money is a capital which found to be traded with not in), 
means, money doesn’t create money. The money is a mediator for trade off, and standard to evaluate the 
goods and services. In other words, Money is not a commodity by itself.  
The whole world became looking to solution for the financial crises successive to at least reduce the 
effect of these crises, according to some literature, most of people mainly the decision makers are looking 
for Islamic finance as a solution for their financial and economic difficulties. Islamic economists like 
(Chapra, 2009, Bagsiraj, 2009), said, core principles of Islamic economics system are justice, equity and 
welfare. Islamic economics seeks to establish a broad-based economic well-being with full employment 
and optimum rate of economic growth. It will bring socio-economic justice and equitable distribution of 
income and wealth. Islamic economics will also ensure the stability in the value of money to enable the 
medium of exchange to be a reliable unit of account and a stable store of value. In addition, Alsmadi, 
Hamdan and Almsafir (2013) and approved that Islamic finance is performed better in the last global 
financial crisis 2008. This result also confirmed by Alsmadi and Almsafir (2012).  
 
2.1.1 MURABAHAH 
 
This study will focus on Murabahah mode because it is considered the most important mode that using in 
Islamic finance nowadays to employ the money. According to (alfakhre, 2009; Abdoalazeez, 2005 and 
Naser, 2006), Murabahah is a sale contract between two or more parties one of them is the Islamic bank, 
in this case the Islamic bank is selling goods to the second part who is the customer opposite profit 
margin adds to the price that bought it the first from the market provided that known the second part with 
goods original price, after the second part received goods can repaid what is due on him forthwith or 
during enough time according to the agreement.  
 
It’s worthy to note that, there is no Islamic economic or conventional economic, but there is economics 
science comes with its theories and applications. Moreover, economics science may become Islamic 
economic when this system follows the Islamic regulations and roles and vice versa. 
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2.2. The Role of Interest Rate in the Last Global Financial Crisis 
 
According to Nonomiya and Lanman (2008), many believe that low interest rates for a long time with 
lack of regulation and supervision encouraged rapid growth of credit and, as a result, pushed house prices 
up. The Federal Reserve in the USA lowered the interest rate in 2001 from 6.5 percent to 1.75 percent and 
then to 1 percent in 2003, a 45-year low. Ovidiu (2009) said that, the epicenter is the U.S, where it offered 
some facilitates to real estate credit (a home for each family); interest rate was reduced so much. So that, 
the price of real estate has decreased, and that led to increase the interest rate in the USA (and other 
countries) later, those factors led to bankrupt some of banks, then to financial crisis. Udell (2009) said, 
between 2001 and 2004, to make the labor market and economic system more strong, Fed lowered the 
interest rate to one percent. This, together with the propensity for speculation and over-indebtedness by 
American peoples, led to increasing of mortgage loans. 
 
2.2.1 Interest Rate and Inflation 
 
According to Almsafir (1993), Inflation is an imbalance process occurs in an economy, resulting from the 
inability of the productive system commitment to an increase in the demand, for monetary reasons. The 
first and important theory about the relationship between interest rates and inflation, developed by Fisher 
(1930), this theory called Fisher effect, “The relationship is so strong that, if inflation rises, the interest 
rate will raise in an equal amount.” For example, if inflation rate increases one percent, the interest rate 
will rise one percent too. Fuei (2009) said that the Fisher effect has, since its proposition, been widely 
accepted in theory. In essence, it postulates that the real interest rate on a financial asset is constant over 
time. As such, changes in nominal interest rate fully reflect changes in expected inflation rate.  
 
2.2.2 Interest Rate and Exchange Rate  
 
Hacker, Kim and Mansson (2010) by used wavelet analysis to investigate the relationship between the 
spot exchange rate and the interest rate differential for seven pairs of countries, with a small country, 
Sweden, included in each of the cases. For the Swedish the sample period starts from January, 1993; for 
the Korean won January, 1998; for the euro January, 2000; and for the Swiss franc May, 2000. The 
sampled periods are covered up to May, 2009. The results from this paper indicate to that, there is a 
negative relationship between the exchange rate and nominal interest rate differential at the shorter-time, 
especially around three to four months. Kim and Roubini (2000) they have used structure vector 
autoregression (VAR) approach with non-recursive contemporaneous restrictions and got this result the 
positive change in real or nominal interest at domestic level can appreciate the exchange rate at domestic 
level and vice versa.  
 
2.2.3 Interest Rate and Unemployment Rate 
 
Phelps (1994) provides pooled cross-section time-series evidence indicating that increases in the world 
real interest rate and the world real oil price increase unemployment in OECD (Organization for 
Economic Co-operation and Development) economies. According to Bierens and Broersma (1993) 
depended on ARMAX modeling strategy, found that the interest rate and the percentage change in 
production are significantly Granger causing unemployment in the USA.  
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3.  Methodology 
 
3.1 Data Selection  
 
The data for this study was collected from Jordanian statistics department, Central Bank of Jordan, World 
Bank, and Jordanian Islamic Bank. The time series of 1984-2012 was chosen as the study duration. The 
data collected were analyzed by using Microfit (version 4.0) software. 
 
3.2 Techniques 
The main technique applied in this study is Autoregressive Distributed Lag approach (ARDL), this 
technique and all the alternative techniques are discussed later. 
 
3.3 Test for Stationarity 
 
This study used time series data, and from econometrics point of view there was a critical problem 
associated with non-stationary variables that were spurious correlation. Thus, it was important to 
determine if the data is stationary, because if the data is not stationary there will be no long-run mean and 
its variance and covariance will exhibit non constancy. Hence, in non-stationary data, variables maybe 
produce weak results in the regression. 
 
3.4 Autoregressive Distributed Lag approach (ARDL)  
 
In the past decades, economists have been aware that estimating time-series econometric models with 
non-stationary variables leads definitely to spurious results (Gujarati and Porter, 2008). According to 
some previous studies suggested the existence of unit root in most economic variables (Montgomery et 
al., 2008). Therefore, it need to separate the variables either I(1) or I(0) to achieve their stationarity. For 
this reason, it is necessary to test the presence of unit roots and to differentiate the variables. The current 
study employs PP and ADF bounds statistics test to detect if the variables stationarity or non stationarity. 
 
To explore the relationship between the study variables, the following equations have been devolved: 
IR = β0 + β1EXR + β2INF + β3UNEMP + ε      Equation (1) 
MURR = β0 + β1EXR + β2INF + β3UNEMP + ε      Equation (2) 
Where β0 is intercept of point, βi is the coefficient of independent variables and ε represents error term. 
 
The hypotheses for this research are listed as below: 
H1: there is a significant relationship between Murabahah and Macroeconomic variables. 
H2: there is a significant relationship between IR and Macroeconomic variables. 
 
4.  Results and Discussion 
 
4.1 Unit Root Tests 
 
Granger (1986) pointed that a necessary condition preceding the test for cointegration is that, each 
variables must be integrated in the same order or all the variables have a deterministic trend. Table (1) 
reported the stationarity results of ADF and PP tests which are carried out on the logarithms of the 
variables and using the deterministic components of intercept and trend. Moreover, Table (1) shows that, 
all the study variables are stationary whether at level I(0) or at first difference I(1). Moreover, depends on 
the above results, next step which is Bound F-statistics test can be applied. 
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      Table 1: Unite Root Test 
                 At Level  At First Difference  
Variables ADF 
(Intercept & Trend) 
 
PP 
(Intercept & Trend) 
ADF 
(Intercept & Trend) 
 
PP 
(Intercept & Trend) 
MURR -1.0453 
(0.021) 
-1.0623 
(0.022) 
-4.1342 
(0.000) 
-4.2156 
(0.000) 
IR -0.0292 
(0.4301) 
-0.0245 
(0.4331) 
-0.2212 
(0.0143) 
-0.2132 
(0.0121) 
INF -3.4355 
(0.1272) 
-3.4655 
(0.1323) 
-3.3575 
(0.0120) 
-3.3259 
(0.0138) 
EXH -4.0259 
(0.0251) 
-4.0198 
(0.0254) 
-7.2657 
(0.0001) 
-9.5506 
(0.0001) 
UNEMP -2.2323 
(0.1865) 
-2.8322 
(0.4090) 
-4.4290 
(0.0011) 
-9.9781 
(0.0000) 
 
 
4.2 Bounds F-statistics Test 
 
Based on the table (1) which reflects the stationarity results and shows that all the variables in this study 
are stationary, it’s possible to move to the next step which is bounds F-statistics as suggested by Pesaran 
(2001) to test the null hypothesis (H0) of no co-integration among variables. The calculated F-statistic is 
compared with the critical value tabulated by Pesaran and Pesaran (1997) or Pesaran et al., (2001). If the 
F-test statistic exceeds the upper critical value, the null hypothesis of no long-run relationship can be 
rejected regardless of whether the underlying orders of integration of the variables are I(0) or I(1). Table 
(2) provides the results of calculated and critical values of bounds F-statistics test in shows that the null 
hypothesis rejected for the study models. Moreover, the H0 is rejected for IR model at 10%, while MURR 
model at 5%. Depend on that there is a existence of a steady-state long-run relationship among the study 
variables. 
 
Table 2: Bounds F-statistics Test 
Models Calculated F 
statistics 
Significance 
Level of F- 
Lower 
Bound 
Upper 
Bound 
IR 5.66   10% 4.09 5.56 
MURR 7.23   5% 4.09  5.56 
 
 
4.3 Long run and Error Correction Analyses 
 
The presence of long-run relationships among variables does not imply the perfect co-integration (Pesaran 
et al., 2001). Because the error correction terms are significant with negative signs, then, the error 
correction terms are stable and co-integration and the causality in the long-run is achieved. Table (3) 
provides the long-run coefficients and error correction terms of the models in the present paper. In 
addition, Table (3) shows that at 5% significance level, ΔIRt model is positively associated with INFt-1, 
while ΔMURRt model is negatively associated with EXHt-1 and UNEMPt-1. Moreover, at 10% 
significance level, ΔIRt model is positively associated with EXHt-1 but it’s negatively associated with 
UNEMPt-1. Finally, at 10% significance level ΔMURRt model is positively associated with INFt-1. In 
addition, the coefficients of (ECMt-1)’s are significant with suitable signs. Thus, the perfect cointegration 
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and causality among variables are achieved. Moreover, the highly significant of ECMt-1 means speed of 
achieving the long-run causality. ΔMURRt model records ECMt-1 in absolute value in this study 
suggesting that (1.003) of any previous disequilibrium in the long-run would be shortly corrected back in 
the current year. 
 
Table 3: Long run and Error Correction Analyses 
MODEL INF t-1 EXH t-1 UNEMPt-1  ECM t-1 
ΔIRt 201.1** 11.7*** -74.3*** -2.435*** 
ΔMURRt 0.31*** -2.438** -0.30** -1.003*** 
 
 
4.4 Short-run Analysis 
 
After conducting long-run and error correction analyses it’s easy to proceed for analyzing the short-run 
test in order to detect if the short-run relationship is existing among the variables in this study. Moreover, 
Table (4) presents the results of the short-run analysis and shows that, at 5% significance level, ΔFDIt-1 
is positively associated with ΔCERt. In addition, at 10% significance level ΔFDIt-1 model is positively 
associated with ΔGDPt .Finally, ΔIRt is appear to has no relationship with the study model which is 
ΔFDIt-1. 
 
Table 4: Error Correction Model 
 MODEL 
Variables ΔINFt ΔEXHt ΔUNEMPt 
ΔIRt-1 10.09** 101.8*** -107.2** 
ΔMURRt-1 1.890*** -1.329**  -9.90** 
 
As discuses above, the long-run and short-run relationships between the study variables have been 
investigated, the results are confirmed with previous researches such as; Crowder and Hoffman (1996) 
who found evidence of nominal interest rates adjusting by more than one-for-one to changes expected 
inflation, Choudhry (1996) investigates the long-run relationship between nominal interest rates and the 
inflation during the gold standard era (1879 - 1913). The study shows that if one-period inflation rate is 
non-stationary at levels, then expectation of future inflation will be dominated by current one-period 
inflation rate. Moreover, Hacker, Kim and Mansson (2010) by used wavelet analysis to investigate the 
relationship between the spot exchange rate and the interest rate differential for seven pairs of countries, 
the indicates that, there is a negative relationship between the exchange rate and nominal interest rate 
differential at the shorter-time, especially around three to four months. Kim and Roubini (2000) have used 
structure vector auto-regression (VAR) approach with non-recursive contemporaneous restrictions and 
got this result the positive change in real or nominal interest at domestic level can appreciate the exchange 
rate at domestic level and vice versa. In addition, Phelps (1994) provides pooled cross-section time-series 
evidence indicating that increases in the world real interest rate and the world real oil price increase 
unemployment in OECD (Organization for Economic Co-operation and Development) economies. 
 
Bierens and Broersma (1993) found that the interest rate and the percentage change in production are 
significantly Granger causing unemployment in the USA. Carruth, Hooker and Oswald (1998) by using 
Granger Causality Tests found that, the impact of changes in real interest rates and real oil prices is 
consistent with the long run relationships suggested by the theory. A rise in either the real rate of interest 
or in the real price of oil leads to higher unemployment (although the interest rate terms are not 
significantly different from zero. Finally, the ECM is using to compare between the study models and to 
show which one of them can shortly correlated back in the current year. Moreover, MURR model 
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recorded a lowest value compare with IR model which means that MURR model is better than IR model 
because it can shortly corrected back in the current year with the other variables. 
 
5. Conclusion 
 
This study aims to investigate the relationship between Interest rate and macroeconomic variables in 
hand, and to investigate the relationship between Murabahah and macroeconomic variables in other hand. 
Moreover, the results show that, Murabahah can make equilibrium faster than interest rate. 
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